TOWN OF PINCHER CREEK
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Title: TANGIBLE CAPITAL ASSETS ~
Classification/Capitalization Threshold/Amortization

Policy Statement

It is the policy of the Town of Pincher Creek to record and report tangible capital assets
controlled by the Town in the annual financial statements.

Tangible capital assets will be recorded in accordance with generally accepted accounting
principles as pronounced by the Public Sector Accounting Board (PSAB) of the Chartered
Professional Accountants of Canada.

Policy Objective

The objective of this policy is to ensure that the Town’s investment in tangible capital assets:

- isrecorded and reported appropriately, accurately and consistently;

- provides an accurate accounting of the use and investment in tangible capital
assets;

- provides management with meaningful data upon which informed decisions can
be made; and

- facilitates conformance with public sector generally accepted accounting
principles, for tangible capital assets, specifically PSAB 3150.

A number of recommendations for TCA have been established by Alberta Municipal Affairs
& Housing (AMAH). These recommendations will be adopted by the Town.

1. General

1.1 Tangible Capital Assets are non-financial assets having
physical substance that:
> are held for use in the production or supply of goods and services
» are used on a continuous basis by the Town
» have useful economic lives extending beyond one year
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1.2

1.4

» are not for resale in the ordinary course of operations
Subsequent expenditures on a recorded TCA that:

» increase output or service capacity
» increase the service life

» lower associated operating costs
» improve the quality of the output

should be classified as betterments and capitalized accordingly. Any other
expenditure should be considered a repair or maintenance and should be
expensed in the period.

1.3  Categorization of Assets

There are three options available when recording assets such as
engineered structures and systems.

a. Network Approach (also referred to as total asset
approach) - this approach views an asset as one unit
even if the asset 1s comprised of a number of significant
components.

b. Component Approach — this approach identifies major,
significant components of an asset. Each component
with a unique historical cost, useful life or amortization
method is recorded separately.

c. Segment Approach — Linear systems may be divided
into segments or sections. These segments are
generally determined by geographical location.

Land Improvements (excluding pathways) and bridges will be
recorded using the Network (total asset) Approach.

Buildings, Water Systems and Wastewater Systems will be recorded
using the Component Approach.

Stormwater Collection Systems, Wastewater Collection
Systems, Water Distribution Systems, Roads, Roadway Systems and
Land Improvements — Pathways will be recorded using the Segment
Approach.

Cost

Tangible Capital Assets are recorded at historical cost and are recognized as
assets on the Town’s Statement of Financial Position on date of receipt for
capital goods or in the case of capital projects when the asset is ready for
productive use. Cost, as defined in PSAB 3150, is the gross amount of
consideration given up to acquire, construct, develop or better a tangible
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capital asset, and includes all costs directly attributable to acquisition,
construction, development or betterment of the tangible capital asset,
including installing the asset at the location and in the condition necessary for
its intended use. The cost of a contributed tangible capital asset, including a
TCA in lieu of a developer charge, is considered to be equal to its fair value at
the date of contribution.

1.5 Amortization:

1.6

The cost, less any residual value of a TCA with a limited life should be
amortized over its useful life in a rational and systematic manner. The residual
value of an asset is the estimated net realizable value of a tangible capital asset
at the end of its useful life to a government. The amortization method and
estimate of useful life of the remaining unamortized portion should be
reviewed on a regular basis (as outlined in the table below or more frequently
if needed) and revised when the appropriateness of a change can be clearly
demonstrated.

Scope:
This policy addresses the following:

» Asset classifications (major & minor)
» Capitalization threshold for each asset classification
o Thresholds are determined for each major asset categorization
and determine whether expenditures are to be capitalized as
assets and depreciated or treated as a current year expense.
o Expenditures that meet both the criteria of a TCA as inl.1 and
1.2 above and exceed the following suggested capitalization
thresholds are to be recorded as a TCA on the Statement of
Financial position and amortized.
» Useful Life and Amortization method to be used
o Appendix A shows the maximum expected life for all major
TCAs which will be used as the amortization period. For all
TCAs the straight-line method of amortization will be used
which assumes that the asset’s economic usefulness is the same
each year. The amortization amount is determined by dividing
the asset’s original cost by its estimated useful life in years. In
the year an asset is acquired or put into service and the year of
- disposal, the amortization will be prorated based on the
acquisition or disposal date.
» Review schedule

The following table* shows the classes, capitalization thresholds and amortization method to

be used:

Major Asset Class

Minor Asset
Class

Capitalization
Threshold

Amortization
Method

Review
Schedule
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Land All land will be
recorded N/A N/A
Land $ 5,000. Straight Line Every 3 years
Improvements
Buildings $25,000. Straight Line Every 5 years
Engineered Roadway Straight Line Every 5 years
Structures System $25,000. _
Water System Straight Line Every 5 years
$25,000.
Wastewater Straight Line Every 5 years
System $25,000.
Storm System Straight Line Every 5 years
$25,000.
Machinery $ 5,000. Straight Line Every 3 years
& Equipment
Vehicles $ 5,000, Straight Line Every 3 years
Cultural &
Historical N/A N/A N/A

*Where the above fable can not be used, the auditor for the Town will be consulted to assist
in establishing the correct accounting procedures for a TCA,

2  Responsibilities

2.1 The Manager of Legislative Services, Director of Community Services and the
Director of Operations are all responsible for purchasing tangible capital assets as
defined in this policy. Each Director is responsible to inform the Director of Finance and
Human Resources when such assets are acquired.

2.2 The Director of Finance and Human Resources is responsible for:

4. End of Policy

» Recording all assets purchased

» Tracking these assets in future years

» Following the capitalization threshold for each asset classification
as indicated in the above table

» Reviewing the schedule every 3 to 5 years as indicated
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